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Abstract

Specialised literature regarding freedom, economic growth and development, has constantly shown that in the nations
that have less restrictions regarding the activity of the private economic agents, the transactions tend to register higher
levels of economic growth. These things may be less clear in the context in which there are more hypotheses: if freedom
leads to growth, or growth is a determining factor of freedom, or if both are in a causation relationship. To evaluate
these possibilities, Granger causation tests are being done in relation to the annual freedom indicators, elaborated by
The Heritage Foundation and Freedom House. These indicators analyse the basic components which include the
commercial policy, taxation, government intervention, monetary policy, capital flows, foreign investments, banking
services, control of salaries and prices, property rights, and regulation of the markets subject to testing and summary
assessment of freedom. The main objective of the research is the analysis of the relationship between economic freedom
and economic growth. There are four indicators used to measure the level of economic freedom and they are the ones
elaborated by Fraser Institute, The Heritage Foundation, Freedom House and Scully and Slottje. The research
methodology used to attain the objectives mentioned above comprises qualitative methods (meta-analysis of the
specialised literature) and quantitative methods (econometric methods-regression and correlation analysis, self-
correlation tests, comparative analysis and correspondence analysis). The main aim of the qualitative analysis is focused
on the concept of economic freedom, an overview of the history and the chronology of its presence in the economic
theory and practice, as well as on the ways of quantifying it using diverse indices that measure economic freedom in
countries around the world. In this research I have used the index of economic freedom elaborated by Heritage Institute.
The main components of this index are: the rule of law, government limitations, efficiency of regulations, but also the
freedom of the markets. We consider that this index is a good measure of economic freedom; however, in the performed
analysis we have also focused on its various components and have analysed separately the effects on the economic
growth. The indicators that were analysed were taken from the statistical databases such as Heritage, World Bank,
Eurostat. The indicators selected for performing the analysis were taken at the level of the countries of the European
Union with characteristic values of the year 2019.
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A problem identified in the scientific

research on economic freedom was represented by MATERIAL AND METHOD

the lack of a measuring unit that could facilitate its

correlation ~ with  the  diverse  economic The research methodology used in order
contributions. In this context, numerous studies to achieve the objectives mentioned above
regarding economic freedom may be contested comprises qualitative methods (meta-analysis of
with regard to their scientific contribution since the specialised literature) and quantitative methods

(econometric methods-regression and correlation
analysis, self-correlation tests, comparative
analysis and correspondence analysis).

The combination of methods used within the

economists did not have sufficient data, which
were at times incomplete as well. This
preoccupation has grown year after year, today

being possible to measure the economic reality and research involves a triangulation procedure which
to test the various hypotheses. The main objective minimises the inconveniences specific to each
of the research is represented by the analysis of the research method, which helps the researcher
relationship between economic freedom and reach the desired results through many methods
economic growth. The scientific objective consists (Barro R., 1998). _ _ _

in theoretically highlighting the impact of The method_ologlcal trlangulgtlon ensures an
economic freedom on the most important accurate perspective on the studied phenomena.

economic indicator, i.e. the economic growth. The theoretical approach has been founded
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through the bibliographic study of the concepts of
economic freedom, democracy and development,
which may lead to a grounded substantiation of the
achieved empirical approach.

The statistical-economic and econometric
research methods used in this study will seek to
emphasise the phenomena in the analysed field,
which are, in short: statistical methods (collection
and processing of quantitative data, analysis of
their evolutionary trend), assessment methods
(quantitative and qualitative determinations, such
as deduction, comparison, statistical calculations,
etc.) and econometric methods (regression and
trend patterns).

As an empirical part of the research, we will
analyse the relation between the economic
freedom and the economic growth with the help of
The Heritage Foundation Index of Economic
Freedom.

RESULTS AND DISCUSSIONS

The relations that have been established
between economic freedom and economic growth,
as well as the relations between individual
segments (sub-indices) of economic freedom and
economic growth have been taken into account in
numerous studies that have shown the different
contributions of individual elements of economic
freedom that lead to economic welfare.

Starting from these aspects a series of
guestions have emerged, which we will try to
answer following the theoretical and empirical
research: Does economic freedom contribute to
growth? And: Which of the components of
economic freedom have a significant influence on
the rate of economic growth?

The  first  studies  regarding  the
interdependences between economic freedom and
economic growth were accomplished with the help
of Scully and Slottje index (1991). The results of
the studies carried out by Ayal, E. B., Karras, G.
(1998) and Haan (2007) showed that there is a
statistically positive and significant relation
between the GDP per capita or the rhythm of
economic growth and the field of economic
freedom. Other studies, large in number, which
used the Index of economic freedom (IEF,
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published by The Heritage Foundation) and the
Economic freedom index (EFI, published by
Fraser Institute), confirmed the impact of
economic freedom on economic growth (Gwartney
J., 2007; Bennett D., 2017, Ali A.M., Crain W.M.,
2002; Doucouliagos C.,2006; Medina Moral
V.2018).

A problem identified in the scientific
research on the economic freedom has been the
lack of a measuring unit that could facilitate its
correlation  with  the  diverse  economic
contributions. In this context, many studies
regarding the economic freedom may be contested
with regard to their scientific contribution since the
economists did not have sufficient data, these
being at times incomplete. This preoccupation has
grown year after year, today being possible to
measure the economic reality and to test the
various hypotheses.

A series of studies (Alvarez Arce J, 2003;
Bennett D.L., Nikolaev, B., 2017; Banneheka S.,
2015 Justesen, M.K., 2008; Iacobutd Andreea
2005) attempted to analyse the nature of the
;connection  between economic freedom and
economic growth. Using various econometric
methods, as well as various indicators of economic
freedom, all economists tried to answer the same
question: “Does economic freedom determine
economic growth?”

Some economists have found a positive
relation, others a negative one, and for others the
relation has not indicated statistically significant
results. There have been numerous studies that
have sought to determine which segment of
economic freedom is the most conducive to growth
S0 as to create an adequate economic policy that
may improve and contribute to economic welfare.

The object of the research has also been that
of discovering the nature of the relations between
the level of democracy, political, civic and
economic freedom and their direct or indirect
influence on growth. The long term economic
growth is correlated with a potential growth of the
productivity of an economy, and in figure 4 the
determining factors of the long term economic
growth may be observed.
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Figure 1 The determining factors of the long term economic growth (after Mihut, I.S., Lutas, M., 2013),

In this analysis we have used the index of
economic freedom elaborated by The Heritage
Institute. The main components of this index
consist in: the rule of law, government limitations,
efficiency of regulations, but also the freedom of
the markets. We consider that this index is a good
unit for measuring the economic freedom;
however, in the performed analysis we have also
focused on its various components and have
analysed separately the effects on the economic

growth. The indicators that have been analysed
were taken from the statistical databases such as
Heritage, World Bank, Eurostat.

The indicators selected for performing the
analysis were taken at the level of the countries of
the European Union with characteristic values for
the year 2019. In table 1, for each indicator we
have mentioned its name, the definition and the
data source.

Macroeconomic indicators used in cross-cutting analysis

Table 1

Name of indicator

Definition

Data source

Economic Measures the impact of the freedom of free markets indicating the correlation The Heritage
freedom between economic freedom and progress Foundation
The real economic growth rate or the real growth rate of GDP measures the
economic growth, expressed by means of the gross domestic product (GDP),
Real GDP growth f - fii h : h ision f X
rate (%) rom one period o time to another. It is used by the decision factors |n_or_der to Eurostat
determine the growth in time and to compare the growth rates of the similar
economies to different inflation rates
F_orelgn direct Foreign direct investments refer to the direct investment capital flows in an
investments econom World Bank
(% GDP) y
Volume of exports | The export volume is made up of the value of all goods and services provided on
World Bank
(% from GDP) the market.
Unemrgltoeyment The unemployment rate represents the number of unemployed as a percentage
of the workforce (the workforce is the sum of the employed and the unemployed World Bank
(% from the total
people)
of workforce)

The rule of law

The rule of law guarantees the fundamental rights and values, permits the

application of EU law and supports an investment-friendly business environment.

This indicator takes reference range values between 0 and 100

The Heritage
Foundation

Government size

The government size is derived from its role of spending in an economy. This
indicator takes reference range values between 0 and 100

The Heritage
Foundation

It concerns the efficiency of business freedom, of labour freedom and the

Efficiency of f The Heritage
regulations mo_ngtar_y reedom. Foundation
This indicator takes reference range values between 0 and 100
Freedom of It refers to trade freedom, investment freedom as well as financial freedom. The Heritage
markets This indicator takes reference range values between 0 and 100 Foundation

In the following we will analyse the
Heritage indicators such as the economic freedom,
the real GDP growth rate, foreign direct
investments, the volume of exports and the
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unemployment rate, in order to get an overview of
the relationship between the real GDP growth rate
and the factors that can influence it in a sample of
27 countries in 2019 (table 2).
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Table 2
Heritage Indicators

Country Economic Freedom 2019  |Rata reala de cresterea aPIB 2019 |Investitii straine directe  |Volumul exporturilor(3 of GDP) Rata somajului
Austria 82 15 -182 45 .84 449
Belgia 7.62 2.1 -5.61 163.71 5.36
Bulgaria 7.76 4 3.01 124 64 4323
Croatia 7.36 3.5 1.87 101.8 6.62
Cipru 7.89 53 100.66 150.97 7.07
Cehia 7.87 3 425 141.7% 2.01
Damenarcy B.17 21 -1.01 110.6 502
Estonia B.11 41 9.86 143.93 445
Finlanda 792 12 58 79.6 6.07
Franta 7.55 18 2.1 64.14 244
Germania 7.91 11 173 B7.59 314
Grecia 7.15 18 243 £1.99 17.31
Ungaria 753 46 56.36 161.23 342
Irlanda B.21 49 -11.68 252.33 485
Italia 761 0.4 1.55 5995 995
Lituania B.21 4.6 2.87 14836 6.26
Letonia 7.84 25 3.16 120.37 6.31
Luxemburg 7.84 3.3 -16.27 380.1 5.6
Malta B.03 59 27.69 27143 34
Qlanda 7.96 2 -18.6 155.27 3.38
Polonia 72 47 241 106.03 328
Portugalia 7.79 2.7 4.3 B6.56 646
Romania 7.88 42 284 24 8B 391
Slovacia 7.61 2.6 2.19 18413 575
Slovenia 7.43 33 3.97 15827 445
Spania 7.89 2.1 1.06 66.97 14.1
Suedia 772 2 3.1B 9143 6.83
TOTAL 202.16 81.3 188.4 3625.91 162.26
MEDIA UE 749 3.01 6.98 134.29 6.01
Analysing the data from Table 2 we can the lowest values for Greece (7.15) and the highest
observe great differences among the 27 EU value of the index being recorded by Austria
countries analysed. In figure 2 it may be noticed with 8.2.
that the average of economic freedom is 7.49, with
2.4
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Figure 2 Economic Freedom 2019
If we analyse the real GDP growth rate in recorded for Malta (5.9) and the lowest value for
the year 2019 (figure 3), compared to the EU Italy with only 0.4.

average which is 3.01, the highest value was
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1.6

Figure 3 The real GDP growth rate 2019

The foreign direct investments presented in developments, with a regression of -18.0 in the
figure 4, with an average of the indicator at EU case of the Netherlands and over 100 in the case of
level of 6.98, have known oscillating Cyprus.
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Figure 4 Foreign direct investments
Analysing the volume of the exports (% 380.1 for Luxembourg and only 45.84% in the case

from GDP) we may observe from figure 5 that the of Austria.
EU average is 134.29 with maximum values of
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Figure 5 Export volume (% GDP)

The unemployment rate (Figure 6) at EU level is Greece (17.31%) and minimum values for
6.83 % with maximum values in the case of Czechia with 2.01 %.
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Figure 6 Unemployment rate

Next we will use the Fraser indicators such relationship between the real GDP growth rate and
as the real GDP growth rate, the government size, the factors that can influence it in a sample of 27
the property rights, money or capital and countries in 2019 (table 3)
regulations so as to get an overview of the

Table 3
Fraser Indicators

Country Tgr‘ao;\/\?)talllngaItDeP Govggrzgnent Property rig?sttse?d the legal | \1oney/capital i;%%%%";&f Regulation
Austria 1.5 5.43 8.33 9.42 8.45 7.65
Belgium 2.1 7.29 7.45 9.41 8.39 8.12
Bulgaria 4 7.02 5.94 9.66 8.38 7.81
Croatia 35 5.56 6.07 9.38 8.33 7.46
Cyprus 5.3 7.25 6.32 9.34 8.64 7.93
Czechia 3 6.64 6.99 8.98 8.43 8.31
Denmark 21 5.34 8.61 96 8.77 8.54
Estonia 4.1 6.6 7.7 9.36 8.68 8.22
Finland 12 5.14 8.6 9.39 85 7.96
France 18 5.08 7.15 9.41 8.56 7.56
Germany 1.1 6 7.71 941 8.34 8.1
Greece 1.8 541 5.93 9.3 7.39 7.18
Hungary 4.6 5.93 6.31 9.52 8.39 7.49
Ireland 4.9 6.72 7.68 9.5 8.73 8.4
Italy 04 5.72 6.47 9.41 8.69 7.78
Lithuania 46 7.66 7.18 9.33 8.63 8.27
Latvia 25 6.44 7 9.31 8.71 8.26
Luxembourg 3.3 5.58 8.17 9.3 8.2 7.95
Malta 5.9 6.97 6.47 953 8.75 8.43
The Netherlands 2 5.11 8.35 9.26 8.96 8.12
Poland 47 6.12 6.13 83 8.02 7.44
Portugal 2.7 6.28 7.21 9.44 8.79 7.24
Romania 4.2 7.25 6.41 9.38 8.85 7.52
Slovakia 26 6.3 6.26 9.32 8.36 7.82
Slovenia 33 5.45 6.63 9.58 8.21 7.28
Spain 21 6.42 7.31 9.45 8.44 7.84
Sweden 2 4.68 7.87 9.74 8.49 7.81
The value of the indicator called the government EU level of 6.13 with minimum values for Sweden
size presented in figure 7 has an average value at with 4.68 and maximum for Lithuania with 7.66.
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Figure 7 Government size

Regarding the capital or the money, as the with 9.74, and the lowest value of the indicator
situation is depicted in figure 8, it follows that the being 8 in the case of Poland, the EU average
highest values are recorded in the case of Sweden being of 9.37.

9.37

Figure 8 Money

The freedom of movement presented in figure 9 close to the EU average which is 8.48, the lowest value
for the majority of the analysed countries has values being recorded for Greece with 7.39.

3
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Figure 9 Freedom of movement
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Statistically interpreting the correlations obtained the wvalues in figure 10, which
between the analysed indicators for the 27 demonstrate  the correlations between the
countries considered for the study, we have indicators.

Regression Statistics
Multiple R 0.35440511
R Square 0125666783
Adjusted R Sguare -0.082507792
Standard Error 0.268485055
Observations 27
ANOVA
g5 55 ALS F Significance F
Regression 5 0217572021 0043514404 0.603660571 0.697807834
Residual 21 1.513768719 0.072084225
Total 26 1731340741
Standard Tpper Tower
Coefficients Error t Stat P-value Lower 95%5 L0525 25 0% Upper 95 0%

Intercept 7.327052099 1.549565545 4 728455742 0.000114077 4 104554138 10.54955 4. 104554 10.54955
Real GDP growth rate -
2019 -0.024319648 0.048705805 -0 49931723 0622746777 0125608914 0.07697 -0.12561 0.07697
Size of Gow: nt -0.033004362 0.09847265 -0.335162728 0.740827293 0,23778944; 0171781 -0.23779 0171781
Property rights and the =
legal system -0.002260261 0022055468 -0 020884870 0976441067 0.208957383 0.203037 -0.20896 0.203037
Freedom of movement 0277116352 0206895629 1339401671 0.19475691 0,153146665 0.707379 015315 0707379
Regulation -0.001305151 0.200005127 -0.006403416 0004 0 2 ﬂ,41929;4?§ 0415680 -0.4193 0416680

. Real GDP growth Size of Property rights and the Freedom of

(Ctrl) ~ rate 2019 Government legzal system movement Regulation Money/capital
Real GDP growth rate 2010 1
Size of Gow: it 0.607915972 1
Property rights and the legal system -0.419202771 -0 374075402 1
Freedom of movement 0.122068476 0.230824285 036665788 1
Regulation 0125924387 0.317849976 047656588 0.508317632 1
Monev/capital -0.152781483 -0.104047502 0206878784 0.280046608 0.11336014 1
Walues eaual to or greater than +-0. 25 have significance ® walues are correlated

Figure 10 The determination of the correlations between the economic freedom and the economic growth

CONCLUSIONS

The determination of the correlations
between the economic freedom and the economic
growth has demonstrated a positive relationship
between the economic freedom and the economic
growth of society in the 27 EU countries analysed
in terms of Heritage and Fraser Indicators. The
study regarding the relationship between the
economic freedom and the GDP growth has
registered a positive relationship in the case of
most countries; however, we need to be objective
in choosing the measure of economic freedom.
The robustness of the results has been carefully
analysed since the potential problem of
multicollinearity is one of the negative effects of
composing an index. The obtained results indicate
that the economic freedom counts for the growth
and the development of a country. This does not
mean that when economic freedom grows it is
determining for the economic growth, because the
influence of some of the index categories is

statistically insignificant, and some of the
significant variables may have a negative
influence.

Economic freedom does not mean

eliminating any form of state intervention. On the
contrary, even in a free society, there is a minimum
state that ensures the protection of the individuals’
freedom in society.
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